Budget and Fiscal Review Subcommittee No. 1

Education

Senate Budget and Fiscal Review
SUBCOMMITTEE NO. 1

I1.

I11.

Monday, April 19, 2004
1:30 p.m.
Room 112

OUTCOMES

Student Fees

EDUCATION

Jack Scott, Chair
John Vasconcellos
Bob Margett

A. Undergraduate and Graduate Student Fee Increases (UC and CSU).............
B. Increase in nonresident student fees (UC and CSU)..............cccoeevecvvieecuvnannne..

C. Community College Fee Increases..........................

D. Professional School Fee Increases / Reduction in State Support....................

E. CSU Charges for high-cost programs.....................
F. Establishment of “Excess Unit” Fee.......................

Financial Aid

A. Cal Grant Program...............cccceeevveeeceeescivneannennns

1. Changes to income Ceilings..........c...ccccccevveenn...

2. Grant amount for students attending private institutions............................

3. “De-coupling” of fee increases from grant level

B. Institutional-Based Financial Aid ...........................
C. APLE Program ............ccccoeeeieceeeeeeniiiieeeeeiieeeaen,
D. EdFund “Surplus” .......c...ccccoovvivvvieiiiiaiieeieenenn,

CONSCIL ... e

April 19, 2004

Page 1



Budget and Fiscal Review Subcommittee No. 1 Education

I. STUDENT FEES

DEVELOPMENT OF A LONG-TERM STUDENT FEE POLICY. As part of the Governor’s
2004-05 Budget package, the Administration proposes to re-establish a statutory long-
term student fee policy. The previous fee policy expired in 1996 and the Legislature
has not taken action to establish a new policy since. The Governor’s proposal, which
is contained in Senate Bill 1553 (Karnette), would link undergraduate student fee
increases to changes in per capita personal income, with an overall cap of a 10 percent
increase in any given year. Graduate fees would be increased at a level deemed
appropriate by UC and CSU governing boards until the fee level reaches a point that
is 50 percent higher than the level of undergraduate fees; after that time, both
undergraduate and graduate fees would increase at the same rate.

This measure was heard by the Senate Education Committee on April 14, 2004 and
moved, without prejudice, to the committee’s Suspense File. It is unclear when or if
the measure will continue through the legislative process.

In addition to the Administration’s proposal, the Office of the Legislative Analyst
(LAO) offers an alternative fee proposal which would set and adjust student fees
based on a fixed percentage of students’ total education costs. In the current academic
year (2003-04), students at the University of California (UC), California State
University (CSU) and California Community Colleges (CCC) are paying 26 percent,
17 percent and 12 percent, respectively, of their total education costs.

Action: Information Only

A. UC AND CSU UNDERGRADUATE AND GRADUATE STUDENT FEE INCREASES. The
Governor’s 2004-05 Budget proposes to increase undergraduate fees at both the UC and
CSU by 10 percent and increase fees for graduate students by 40 percent. Combined, these
two increases are expected to generate approximately $160 in revenue to the UC and CSU;
this revenue will be used to offset the more than $660 million in General Fund reductions
proposed for UC and CSU in the 2004-05 fiscal year.

Action: Issue held open pending the May Revision.

B. INCREASE IN NONRESIDENT STUDENT FEES. The Governor’s Budget proposes to
increase the surcharge on nonresident students by 20 percent, generating approximately
$48.8 million in fee revenue (to offset accompanying General Fund reductions). At both UC
and CSU, these nonresident charges are assessed in addition to the regular in-state student
fee levels.

STAFF NOTES. While it is important to note that nonresident undergraduate students
may be paying more than the full cost of education — thus partially subsidizing our
California students — the UC and CSU have expressed concern about pricing nonresident
students out of the higher education “market”. Specifically, if costs for nonresident
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students become higher than students are willing to pay, the associated revenues would
fail to materialize and the universities would be left with an unallocated reduction.
However, given the lower priority of nonresident students for state resources and the lack
of available General Fund to “backfill” the revenue needed to implement the LAQO’s
recommendation, staff recommends that the committee approve level of General Fund
savings associated with the proposal but allow UC and CSU to raise nonresident tuition
between undergraduate and graduate students as they deem appropriate.

Action: Issue held open pending the May Revision.

C. CCC FEE INCREASES. Fees for California Community College students are set in statute
by the Legislature. For most students at Community Colleges, the Governor proposes
increasing fees by $8 per unit — from the current $18 per unit level to $26 per unit.
However, under the Governor’s proposal, community college students who have already
earned a Baccalaureate degree would be charged a flat $50 per unit fee, thereby increasing
fees for that population of students by $32 per unit (from the current $18 level.)

STAFF NOTES. Staff concurs with the LAO’s recommendation on the $8 per unit fee
increase, and notes that financially-needy students will continue to have their fees (at the
increased level) covered under the Board of Governors (BOG) fee waiver program.
Furthermore, the additional financial aid benefits reaped through the Pell Grant program
would provide cash directly into the pockets of financially-need community college
students to help cover unfunded costs related to books, housing, transportation and living
expenses. As such, staff recommends that the committee approve the fee increase to $26

per unit.
Action: Issue held open pending the May Revision.

As with the other fee proposals, the community colleges have expressed concern over
whether the revenue assumptions attributable to the proposed fee increases would
materialize. If the fee increases change student behavior and the fee revenues are not
realized, then the reduction ends up to be an unallocated reduction to the college system.
In conclusion, staff recommends that the $50 baccalaureate degree surcharge be held
open pending the May Revision.

Action: Issue held open pending the May Revision.

D. PROFESSIONAL STUDENT FEE INCREASES. The Governor’s Budget proposes to
dramatically decrease the amount of General Fund support that the state provides for
professional degree instruction at UC and Hastings College of Law (i.e., law, business,
medicine, veterinary medicine, nursing, theater/film/television ) Exempted from this
reduction are any cuts or additional fee increases associated with nursing programs.
Specifically, the Governor proposes to reduce the state “subsidy” for professional school
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students by $45.6 million ($42.6 million from UC and $3 million from Hastings), which is
designed to capture a 25 percent reduction in the state subsidy for professional degree
students.

STAFF NOTES. Staff recommends that this issue be held open pending the May Revision.

Action: Issue held open pending the May Revision.

E. CSU HIGH COST PROGRAMS. The Governor’s Budget makes no explicit proposal
regarding to CSU’s high cost (professional level) degree programs. Under current practice,
CSU charges graduate students in masters-level programs like business, nursing, and
film/television the same fee level as it does other graduate-level students. At UC,
professional school students in these same fields of study pay an additional differential fee
which ranges from $2,900 for nursing students to $9,000 for MBA students.

LEGISLATIVE ANALYST. The LAO contends that the current fee structure for professional-
degree graduate students is inconsistent between UC and CSU and proposes that CSU
institute a similar “differential fee” for students in the above-noted three professional degree
programs. According to the LAO, if each of the approximately 4,000 students enrolled in
the three professional degree programs paid a differential fee of 15 percent more, the LAO
believes it would generate approximately $2 million in additional revenue.

STAFF NOTES. Staff concurs with the need to explore this policy option, but notes that it is
impractical to implement a differential fee for these students in the Budget Year, without
sufficient notice and without an analysis of the proposal by the CSU and the Board of
Trustees. As such, the committee may wish to encourage the LAO and CSU to explore this
option for consideration and action during the 2005-06 budget discussions.

Action: Information Only

F. ESTABLISHMENT OF “EXCESS UNIT” FEE. The Governor’s Budget proposes to establish
a per-unit surcharge for undergraduate students at UC and CSU who enroll in considerably
more courses than are required to obtain a baccalaureate degree. Specifically, the
Administration proposes charging students the full cost of instruction for each credit unit
they take beyond 110 percent of the units required to obtain a baccalaureate degree. For
most programs, the LAO cites that the unit cap would be set at 198 quarter units and 132
semester units. The Governor’s Budget assumes that the implementation of this policy will
result in General Fund savings of $9.3 million at UC and $24.4 million at CSU.

STAFF NOTES. Both UC and CSU, as well as the LAO, note that if the surcharge policy
1s effective, then most students WILL NOT pay the higher fee. Instead they will graduate
or drop out rather than enrolling in excess classes and paying the higher amount. As a
result, staff believes that the revenue assumed from the proposal will fail to materialize,
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and instead, UC or CSU will have an unallocated reduction and an open “slot” which
would be filled with another student. Given that the Administration’s proposal strives to
alter student behavior, it’s unclear why any General Fund savings would be associated
with this new policy. As with prior proposals, this is not a policy that could be
immediately implemented. Students need to be given sufficient notice of the higher fee
in order to ensure they are taking the courses appropriate to their major and necessary to
graduate in a timely manner. As such, staff recommends that the committee hold this
issue open pending the May Revision.

Action: Issue held open pending the May Revision.

II. FINANCIAL AID

BACKGROUND. Financial assistance for students comes in many forms and is offered
by many entities. The major forms of financial assistance for postsecondary students
includes grants (scholarships and fellowships), loans, work study, investment
accounts, and tax credits. The major providers of financial assistance are the federal
government, state government, universities, and private benefactors.

The state of California provides student financial aid through the Cal Grant Program,
university-based institutional aid, and Governor’s Merit Scholarships. Each of the
public university systems administers its own financial assistance programs (known as
“campus-based financial aid”’) using dollars derived from student fees and/or the state
General Fund.

A. CAL GRANT PROGRAM. The Governor’s Budget proposes to substantially limit and
constrict the Cal Grant entitlement program by: (1) reducing the income ceilings used to
determine program eligibility; (2) reducing the maximum grant amount to students attending
private colleges and universities; and (3) reducing the maximum award amount for public
college students by “de-coupling” the grant amount from fee increases.

Eligibility. The Governor proposes to reduce the maximum family income necessary to
be eligible for the Cal Grant A program by 10 percent, from the current level of $69,000
to $60,000 for a family of four. In the Cal Grant B Program, the income ceiling would be
reduced from $36,300 to $31,600, also for a family of four. The Governor’s Budget
assumes that this proposal will save $11 million in General Fund due to fewer students
qualifying for the Cal Grant entitlement program.

Action: Issue held open pending the May Revision.

e Private Institution Grant Amount. The Governor proposes to reduce the grant level for
students attending private and independent colleges by 44 percent. This would result in
the maximum grant level being decreased from the current amount of $9,708 to $5,482.
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The newly proposed grant level is equivalent to the proposed fee level at the UC. The
Governor’s proposal would only impact new Cal Grant recipients;

Action: Issue held open pending the May Revision.

e Public Institution Grant Amount. Counter to codified Legislative intent, the Governor
also proposes to dissolve the practice of increasing Cal Grant awards to cover the
additional costs associated with fee increases at UC and CSU. Thus, rather than
increasing the grant level to cover the proposed 10 percent fee increase, the maximum
award level would remain at the current-year level. The LAO estimates that this policy
change avoids $18.7 million in General Fund costs that would otherwise need to be paid.

STAFF NOTES. Staff recommends that this issue be held open pending the May
Revision.

Action: Issue held open pending the May Revision.

B. INSTITUTIONAL-BASED FINANCIAL AID. The Governor’s budget proposes to reduce the
percentage of new fee revenue (derived as a result of the fee increase) that is set aside for
campus-based financial aid programs. Under current practice, UC and CSU set-aside one-
third of the revenue generated by a fee increase to provide the financial aid necessary to help
offset the costs to needy students. The Governor proposes to reduce the set-aside amount to
20 percent (rather than the current 33.3 percent). The remainder of the revenue would be
available to the university systems to help offset the various proposed General Fund
reductions.

Under current practice, UC and CSU retain the authority to distribute these funds to students
on their campuses as they see fit. Whether the set-aside for financial aid is 33.3 percent or 20
percent, funding for campus-based financial aid programs will increase in the 2004-05 fiscal
year. With the proposed increases in student fees, at the 20 percent set-aside level, campus-
based financial aid programs are proposed to rise for UC and CSU by $38 million and $26
million respectively, for a total of $391.1 million at UC and $217.4 million at CSU. The
funding generated from the fee increases appears to be evenly derived from both
undergraduate and graduate students.

STAFF NOTES. There are essentially two issues before the legislature related to
institutional financial aid. First — Should the UC and CSU reduce the amount of student
fee revenue that is set aside (from 33.3 percent to 20 percent) for student financial aid?
Staff would note that, combined with the proposed Cal Grant reductions, the total
reduction in financial aid resources will inevitably have a negative impact on students.
However, if the set aside is returned to 33.3 percent, without an accompanying General
Fund augmentation to backfill the proposed reductions, the net effect is simply an
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“unallocated” reduction to the UC and CSU. Staff recommends that this portion of the
proposal be held open, pending an update on the General Fund as part of the May
Revision. Lastly — Pursuant to the LAO recommendation: Should the Legislature shift
funding from campus-based institutional aid programs to backfill reductions in the Cal
Grant program?

Action: Issue held open pending the May Revision.

Lastly, staff would point out that there is already a reduced pool of financial aid resources
for campuses to work with — given that the set aside is proposed to be reduced from 33.3
percent to 20 percent. Staff recommends that the committee deny the LAQO’s alternative
proposal to shift and redistribute scarce financial aid resources and instead consider
alternative funding sources to increase the total amount of funding available for student
financial aid.

Action: Issue held open pending the May Revision.

C. APLE PROGRAM. The Governor’s Budget proposes to reduce the number of Assumption
Program of Loans for Education (APLE) warrants from 7,700 to 3,500 (a reduction of 4,200
warrants). Since 1997-98, the number of APLE warrants has grown considerably, from 500
in 1997-98 to 7,700 in 2003-04. While there are no savings associated with the Governor’s
proposal in the Budget Year, a reduction in the number of APLE warrants would result in
approximately $57 million in savings over a the four-year period beginning 2006-07.
Further, the Administration is also proposing to make a variety of statutory changes to the
program establishing priorities for the granting of warrants. The Administration’s proposal
has yet to be amended into a piece of legislation, but is slated to be referred to the
appropriate policy committees when that amendment occurs.

STAFF NOTES. Staff recommends that this issue be held open pending information on
future year revenues as part of the May Revision.

Action: Issue held open pending the May Revision.

D. EDFUND SURPLUS. Operating under California statute, EdFund is a nonprofit
“auxiliary” organization of the California Student Aid Commission which administers the
Federal Family Education Loan Program (FFELP) on behalf of the state. Student loans
under the FFELP are guaranteed by the federal government in order to ensure that lenders
themselves do not bear the risk associated with lending money to students (who traditionally
have no credit or payment history) and that students don’t “pay” for this increased risk in the
form of high loan fees and interest rates. In addition to FFELP, the federal government also
operates a Direct Lending program which places the federal government in the role of both
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lender and guarantor by directly lending money to students via their educational institutions.

Colleges and universities which offer student loan programs have a choice between a variety
of FFELP “guarantors” (EdFund is only one of several guarantee agencies in the country) or
the federal Direct Lending program. In the mid-1990s, the Legislature and the Governor
explicitly granted the Student Aid Commission’s request to statutorily establish EdFund,
freeing the organization of state bureaucratic constraints, so that it could actively participate
in the competitive student lending and guarantee marketplace.

Since then, EdFund has been remarkably successful. So much so, that it has generated a
sizable operating surplus, due to the loyalty of EdFund customers and its continued success
in avoiding student loan defaults. The Student Loan Operating Fund (SLOF) surplus is
relatively new and is expected to be short-term in nature. In recent years, the Legislature and
the Governor shifted the operational funding for the Student Aid Commission from the
General Fund o the SLOF in order to preserve General Fund resources.

STAFF NOTES. The LAO identification of the SLOF as a source for other financial-aid
related expenses has sparked a great deal of interest due to the perception that EdFund’s
SLOF is essentially “free money”. However, staff notes that student loan programs (and
the accompanying Student Loan Operating Fund) are operated under a variety of
federally-imposed constraints (both statutory and contractual). Furthermore, EdFund and
the Student Aid Commission have recently released a “utilization plan” which discusses
EdFund's future financial needs, including the need to reinvest in technology, diversify its
financial operations, and maintain a prudent reserve.

Committee staff, the Student Aid Commission, the LAO, and the Department of Finance
are currently analyzing EdFund’s expenditure plan and investigating the amount of
money that may be available for other allowable “financial aid” purposes. Of particular
interest is the option of being able to “backfill” the Governor’s proposed Cal Grant
reductions from this funding source. Staff recommends that this issue be held open
pending the analysis of additional information.

Action: Issue held open pending the May Revision.
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Proposed Consent

Staff recommends that the following items be Approved as Budgeted.

Action: Approved (3-0)

6600-001-0001. Support, Hastings College of Law. $8,119,000
6600-001-0814. Support, Hastings College of Law. California State Lottery Fund. $152,000

6600-301-6028. Capital Outlay, Hastings College of Law. McAllister Street Facility: Code
Compliance Update. $18,758,000

7980-001-0784. Support, California Student Aid Commission. Payable from the Student Loan
Operating Fund. $12,640,000.

7980-101-0890. Local Assistance, California Student Aid Commission. Federal Trust Fund.
$10,221,000

7980-495. Reversion, California Student Aid Commission.
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